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LESSONS LEARNED IN FRAUD DETECTION,
PREVENTION, AND CONTROL—RESPONSE

PART 1

Wednesday, July 12, 2006

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON HOMELAND SECURITY,
SUBCOMMITTEE ON MANAGEMENT,
INTEGRATION, AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to call, at 2:05 p.m., in Room
311, Cannon House Office Building, Hon. Mike Rogers [chairman
of the subcommittee] presiding.

Present: Representatives Rogers, Linder, McCaul, King (ex offi-
cio), Meek, Pascrell and Thompson (ex officio).

Also Present: Representative Lowey.

Mr. ROGERS. This meeting of the Management, Integration and
Oversight Subcommittee of the Committee on Homeland Security
is called to order.

This afternoon we begin a series of hearings to examine the use
and misuse of Federal disaster assistance provided to New York
after the terrorist attacks of September 11, 2001. Before we begin,
I do want to thank our panel guests for being with us today, and
we look forward to your statements and answers to questions.

As we approach the fifth anniversary of the September 11th at-
tacks, we remember how the world witnessed an extraordinary ef-
fort by New Yorkers to respond to an extraordinary event. To help
the city recover, the President and Congress provided approxi-
mately $20 billion for New York City.

The graphics on display reflect the breakdown of the $20 billion
both by category and the amount disbursed by each Federal agency
involved in this effort. But while New Yorkers and the Nation
pulled together, there were those who took advantage of this crisis
for illegal personal gain.

Late last year the New York Daily News and other newspapers
reported on examples and allegations of waste, fraud, and abuse re-
garding the 9/11 funding. In response, Homeland Security Com-
mittee Chairman Peter King requested that this Subcommittee ex-
amine the issue. Over the past six months committee staff con-
ducted a bipartisan review, which included numerous interviews in
New York and Washington. The committee also examined Federal
financial records and grantee databases. The effort was augmented
by a special agent from the FBI, an investigative reporter and tech-
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nical assistance from the GAO. We also received financial data
from 16 Federal agencies.

As part of our examination we are holding three hearings. To-
day’s hearing will examine programs designed for the immediate
response to the terrorist attacks of September 11. The second hear-
ing will focus on the programs designed to help businesses and in-
dividuals recover from 9/11, and the third and final hearing will
look ahead at the fraud controls and programs designed to help re-
build Lower Manhattan.

While fraud did occur, the Subcommittee found that New York
City agencies responded by instituting numerous fraud controls.
Prosecutors also won prison sentences up to eight years and res-
titutions totaling millions of dollars.

Our goal is to learn from the New York experience so improve-
ments can be made in future Federal assistance programs to save
taxpayer dollars.

[The statement of Mr. Rogers follows:]

OPENING STATEMENT OF THE HONORABLE MIKE ROGERS

JuLy 12, 2007

This afternoon, we begin a series of hearings to examine the use and misuses of
Federal disaster assistance provided to New York City after the terrorist attacks of
September 11, 2001.

Before we begin, I would like to welcome our distinguished witnesses, and thank
them for taking time out of their schedules to be with us today.

As we approach the fifth anniversary of September the Eleventh, we remember
how the world witnessed an extraordinary effort by New Yorkers to respond to an
extraordinary event.

To help the city recover, the President and Congress provided approximately $20
billion dollars for New York City.

The graphics on display reflect the break-down of the $20 billion—both by cat-
egory, and the amount disbursed by each Federal agency involved in this effort. But,
while New Yorkers and the Nation pulled together, there were those who took ad-
vantage of this crisis for illegal personal gain.

Late last year, the New York Daily News, and other newspapers, reported on ex-
amples and allegations of waste, fraud, and abuse regarding 9/11 funding.

In response, Homeland Security Committee Chairman Peter King requested that
this Subcommittee examine the issue.Over the past six months, committee staff con-
ducted a bipartisan revue, which included numerous interviews in New York and
Washington.

The committee also examined Federal financial records, and grantee databases.

The effort was augmented by a special Agent from the FBI, an investigative re-
porter, and technical assistance from the Government Accountability Office.

We also received financial data from 16 Federal agencies.

As part of our examination, we are holding three hearings:

e Today’s hearing will examine programs designed for the immediate response
to the terrorist attacks of September 11;

e The second hearing will focus on those programs designed to help businesses
and individuals recover from 9/11; and

e The third hearing will look ahead at the fraud controls in programs designed
to help rebuild Lower Manhattan.

While fraud did occur, the subcommittee found that New York City agencies re-
sponded by instituting numerous fraud controls.

Prosecutors also aggressively won prison sentences up to eight years, and restitu-
tions totaling in the millions.

Our goal is to learn from the New York experience, so improvements can be made
in future Federal disaster assistance programs to save taxpayers’ dollars.

I now turn to the Ranking Member for any statement he may have.

Mr. ROGERS. And now I turn to the Ranking Member for an
opening statement. Mr. Meek.
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Mr. MEEK. Thank you, Mr. Chairman. I would ask at the appro-
priate time if you can recognize Mr. Pascrell. I am going to waive
my statement for my opening comments, the first round of ques-
tioning, but recognize Mr. Pascrell from New Jersey at the appro-
priate time.

Mr. ROGERS. The gentleman from New dJersey is recognized for
and opening statement.

Mr. PASCRELL. Mr. Chairman, thank you for holding these series
of hearings over the next couple of days. This is a very important
issue for which we are going to explore events that are long over-
due, Mr. Chairman.

That there is a lack of congressional oversight has been a deplor-
able trademark of the House of Representatives in recent years.
Virtually all meaningful matters that come before our body garner
little more than a cursory review, and, regardless of the important
issues at hand, essentially nothing in the way of consequence or
ramification is ever instituted. The record is clear on that.

The Homeland Security Committee, however, is becoming an ex-
ception to the rule. We need exceptions to the rule. We have en-
gaged in robust and vigorous oversight on a wide array of issues
that fall under our purview. Today we continue on that track, and
I again applaud the Chair and the Ranking Member for allowing
us to finally focus on the topic.

I am heartend by the enormity, by the breadth and scope of the
investigation this subcommittee will be undertaking. Billions of
taxpayer dollars have been allotted in the extraordinary response
to the extraordinary tragedy of 9/11, and it is truly our moral obli-
gation to ensure that these funds have gone to those people and
those entities that need it most.

We know the grim realities of September the 11th and the dev-
astating impact on the United States, to say the least. New York
City in particular faced an almost inconceivable challenge in its re-
sponse, in its recovery and in its rebuilding, which goes on.

And the urgent needs of the city prompted an unprecedented re-
action by the Federal Government. The President requested and
the Congress delivered $20 billion to New York City to help in re-
sponse to and recovery from the attacks. These funds were dis-
bursed by a variety of agencies and for a multitude of services
ranging from identifying casualties, to treating the injured, to re-
moving the 100,000 truckloads of debris, to providing assistance to
unemployed workers and damaged businesses, to rebuilding the
transportation and communication structure of Lower Manhattan,
but to date no comprehensive Federal accounting of these funds
has ever been conducted. Nor has the Congress, nor has the execu-
tive branch of government assessed the Nation’s response to this
tragedy. The changes must come from this committee.

Dealing with and confronting tragedy often brings out the very
best in people. We know that for some it brings out the very worst.
Any time money, and this was a lot of money, is involved, there
is the potential for nefarious deeds to occur, embezzlement, fraud,
all kinds of abuses or potentialities that are always with us, and
the witnesses, I have just glanced over their testimony, talk about
these very specific things.
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We know this, so it was imperative that the Federal agencies
charged with disbursing the money have all appropriate safeguards
in place, but it appears this was not necessarily the case. Scattered
reports from an assortment of outlets have extraordinary examples
of waste, of fraud and abuse. According to the New York Daily
News, at least 63—over $63 million in FEMA funds for Ground
Zero cleanup work was paid to companies accused of mob ties. This
is unacceptable. Likewise, through the individual and family grant
program, FEMA provided financial assistance for the replacement
of air conditioners, vacuum cleaners, air purifiers that had been ru-
ined by airborne residue from the collapse of the World Trade Cen-
ter towers. Much of the funding for this program, which provided
up to 17 to $150 per individual or household went to people who
did not even live in the affected areas.

Some reports state that millions of dollars were awarded to
large, flourishing businesses that were not in need of assistance.
While heavily damaged businesses were awarded as little as $,10
similarly, as has been alleged, that money that was supposed to go
to lower-income residents and Lower Manhattan was funneled to
luxury housing. Each and every one of these allegations, and many
more if true, is utterly unconscionable, I think this committee
would conclude.

As we move forward, I want to know what kinds of information
sharing and cooperation took place with all of the Federal agencies
involved in the undertaking. We have heard that the SBA dis-
bursed as much as $121 million in duplicative loans. If true, then
obviously information sharing was a massive problem. We saw
what happened with Katrina. We haven’t even looked at what hap-
pened after the tragedy of 9/11.

We also need to examine the extent that agencies performed
their due diligence to determine whether applicants’ claims were
accurate. It seems like this was inadequate at best.

We must all work to ensure that any kind of ineffective oversight
or procurement by agencies is remedied once and for all. We know
that we have a lot of work ahead of us, and I am looking forward
to hearing from today’s witnesses.

And just two final points, Mr. Chairman, if I may. In the testi-
mony of our good friend Mr. Richard Skinner, on page 4 he talks
about the U.S. attorneys, and I get the impression—I hope he ad-
dresses this. I get the impression, I hope you will correct me if I
am wrong or support me if I am right, that the U.S. attorneys felt
that this was not significant enough to look after, to look into, and
that they felt that they could not prove their cases many times.

And the second point I want to bring up is on page 9 and 10
when you talk about the air quality. There has been a lot written
about what was done after this vicious attack and how FEMA
worked with the EPA. We knew that all the records of EPA kept
on telling us, Members of the Congress, members of the New
York—particularly New York delegation, that everything was just
wonderful, and yet we understand now what our first responders
are going through.

We cannot accept anything unless we understand and the record
is put before us and the record is kept open, and I am telling you,
Mr. Chairman, we are here 5 years later, and we still have held
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no one accountable. We still have held no one accountable as to
what the response was and what happened in terms of that trag-
edy. I don’t know if I would hope we would all be in unison that
this is not acceptable, and somebody has got to pay the price. Who-
ever cleared the air, and I mean cleared the air, and the air wasn’t
clear, that is pretty simple. And as far as I am concerned, that kind
of attack and that kind of response if not true and simply expedi-
tious at that particular time, that person should be tried in a court.
That person should be tried in a court. I don’t care how many titles
they have. We are no better if we are hiding behind our titles as
Congress, as a Congressman or Congresswoman in the 109th Con-
gress. We are no better.

Thank you, Mr. Chairman.

Mr. ROGERS. I thank the gentleman.

The Chair now recognizes the Chairman of the Full Committee,
Mr. King of New York.

Mr. KING. Thank you, Mr.Chairman. Let me thank you for the
thoroughly bipartisan job that you have done on this. This is cer-
tainly a first-class investigation that was done. You and your staff
and the people who have been assigned to this have really per-
formed a great public service.

As a Member of Congress who lost over 150 friends, neighbors,
and constituents on September 11th, this issue was particularly
significant to me. I remember being with Congressman Pascrell
and Congresswoman Lowey just three days after September 11th
on the 14th, being at Ground Zero and seeing the amount of devas-
tation. I worked two blocks from there. It took me about a half
hour to get to my borough. The devastation was so significant and
was such an enormity that it really was beyond anyone’s com-
prehension. And to think that there were people who were working
literally around the clock—you think of people who died that day,
but also the rescue workers, those who were putting their lives on
the line as far as the recovery effort, because it was tremendously
dangerous for the first several weeks, and to think there were
those taking advantage of that. Those who were coming in to make
illicit and illegal money and to profit as a result of the worst trag-
]e;dy in American history to me is as despicable as any crime can

e.

So these hearings are very appropriate. They are very signifi-
cant. And I think we should note and acknowledge up front that
certainly in those first several weeks there was definite influence
of organized crime in those first two or three weeks. We had orga-
nized crime companies coming in, being involved, obviously making
illicit profits during that time. There were phantom employees. So
definitely things went wrong.

On the other hand, I think it is significant to realize the effort
that was made and things went right is that after that first two
or three weeks of absolute devastation, very significant controls
were imposed including dividing the area into quadrants. The fact
that the area was a crime scene which had a large number of law
enforcement persons there went a large way to cracking down on
the crime that was going on, if not eliminating it entirely. That is
why there have been so many prosecutions since then, and there
has been significant action taken by various prosecutors—by the
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City Department of Investigation and numerous other authorities—
which have really gone after those who did try to profit.

We have to look carefully to make sure that they—there can be
lessons learned from September 11th. Mayor Giuliani had meas-
ures in place that had been implemented after those first two or
three weeks. Anyone who was there during those first several days
afterwards and saw the extent of the devastation and listened to
all of the experts say that it would take at least two years for the
cleanup to be completed, and it would cost well over a billion dol-
lars for the cleanup to be completed. The fact is it was done in less
than nine months—Memorial Day, eight and a half months after
September 11th—and the cost was less than $700 million. And the
cost had been projected in excess of 1.2 billion. So it is important
to keep this in perspective.

The fact is, there were a few who performed horribly. There were
a few who committed the most scandalous crimes possible. But the
overwhelming number of people involved—including the rescue
workers, ordinary citizens, ordinary contractors—did do the job,
and it was done extremely well. It really is a tribute, I believe, to
the spirit and the heart of the people of New York in particular,
but also the people of the United States who rallied behind us.

Having said that, none of that mitigates the harm done by those
who tried to profit at the expense of those who suffered so badly
on those—on the terrible day of September 11th and the aftermath
when they were still looking for survivors, still trying to extract
bodies, and there were people down there stealing and robbing for
their own selfish purposes.

So, again, I thank Chairman Rogers and Ranking Member Meek
for having this hearing. I think it is very significant to learn what
happened on September 11th, but it is also if not even more impor-
tant to the future to get the lessons learned from September 11th;
if, God forbid, we ever are again affected or afflicted by a terrorist
tragedy or a natural disaster, so that we be in a better position to
get the job done and get it done correctly.

Mr. ROGERS. I thank the gentleman.

The Chair recognizes Mr. Thompson.

Mr. THOMPSON. Thank you very much, Mr. Chairman, Ranking
Member Meek for holding this hearing. The tragedy that befell this
Nation on September 11, 2001, was an attack on our people and
on our own soil. It changed the way that each of us has come to
view the serious need for safety and security in this country. As I
have often heard people say, 9/11 changed everything. No question
the attacks changed the way Americans look at the world. How-
ever, it should also give—it should also have changed the way our
government responds to an unanticipated, multidimensional catas-
trophe, what I call a megacatastrophe, and I am afraid it is not.

I don’t like to be a pessimist, but as we approach the 1-year an-
niversary of Hurricane Katrina, I am reminded of this govern-
ment’s failed response to that, making a catastrophe. One year
later we who live in the affected areas of Mississippi, Louisiana
and Alabama are still in the process of removing debris and trying
to get trailers set up. There are still thousands of homes that must
be demolished before new ones can be built, insurance settlements
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that must be received before homes can be demolished, and people
that must return before any rebuilding can begin.

Mr. Chairman, I know that there are those who will say that the
comparison between Katrina and 9/11 is unfair. They will say that
the enormous geographical scope of the devastation caused by
Katrina combined with State and local jurisdictional concerns expe-
ditiously increased the difficulty of recovery and rebuilding in these
areas, and I will agree in part with these assessments. However,
I also know that because of 9/11 we learned some basic processes
and procedures that could have been put in place to help speed the
pace of recovery for Katrina. But these practices were not used.

In the 9/11 cleanup we learned about the importance of having
monitors on the ground to make sure that contractors were doing
the work that they were being paid to do. We learned it in 9/11,
but we didn’t use it for Katrina. In 9/11 recovery we learned that
the Federal Government needed to have a system of information
sharing that would keep unscrupulous people from claiming mul-
tiple benefits while the true and needy are left to wait and wonder.
We learned it from 9/11, but we didn’t use it for Katrina.

I know that we did not learn those lessons, because the Govern-
ment Accountability Office found that there may be $1 billion in
fraud, waste and abuse associated with payments to individual con-
tractors. These are losses to the taxpayers, Mr. Chairman that
could have been avoided, but were not.

Mr. Chairman, I hope that we are able to examine and record the
lessons we learned from 9/11, but I must be realistic that a little
learning is not an education. A true education comes when you can
take what you have learned and put it into practice.

Let us hope that we can put the lessons from 9/11 into practice
before we finish the job with Katrina and especially before the next
megacatastrophe.

Again, I want to thank you for holding this hearing, and look for-
ward to hearing from the witnesses over the next 2 days.

Mr. ROGERS. I thank the gentleman.

The Chair is asked to ask unanimous consent to have our friend
and colleague from New York, Ms. Lowey, join us for this hearing,
and without objection, and we would like to hear your opening
statement if you would like the share one with us.

Ms. Lowey. Thank you, Mr. Chairman. I want to thank you and
the Ranking Member of the full committee for holding this very im-
portant hearing.

As we know, the Nation’s response to September 11th, the folks’
memories of charity generosity and decency, thousands of New
Yorkers and Americans from across the country worked tirelessly
to help our city recover, and, Mr. Chairman, Mr. Chairman King,
I do remember our walking around that site. In fact, I will never
forget it.

The Federal Government contributed $2 billion to the recovery
effort. Although this was an unprecedented amount, there was no
coordinated effort to comprehensively account for how the funding
was used. This opened the door for scattered incidents of inappro-
priate spending, which is truly a tragedy, truly outrageous, truly
unfortunate.
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In the aftermath of the hurricanes, it is clear we have made little
progress since September 11th to adequately verify claims. Not
only will stronger accounting mechanisms enable us to better pre-
vent waste and fraud, we will also gain a better understanding of
what assistance methods are the most effective so we will be pre-
pared for the next emergency.

Members of the New York delegation had to fight for many
months to regain $125 million for work compensation claims that
Congress rescinded. While FEMA was awarding over $63 million to
debris removal companies with ties to the mob, many who re-
sponded at Ground Zero were suffering from numerous health
problems. In fact, just last week I was in Thornwood, New York,
talking to a firefighter who is still getting outstanding care as a re-
sult of his work at 9/11. He and others had these illnesses and is
still recovering resulting from heroic efforts working the pile after
September 11th.

No examination of the post-9/11 recovery would be complete
without getting to the bottom of how the Federal Government
mispent millions while shortchanging important programs such as
medical treatment for first responders. I do, Mr. Chairman, look
forward to the testimony we will hear today on the initial response.
Instances of inappropriate spending are shameful when we con-
sider the magnitude of the tragedy of those who lost their lives.

Mr. Chairman, this hearing is so very important not only on this
committee, but I also serve on the Foreign Operations Sub-
committee of Appropriations, and it seems that we just can’t get
our oversight responsibilities together. We still don’t do a good job.
Two and a half years after the Iraq confrontation began, that fi-
nally is, and Inspector General Mr. Bowen is identifying problems
and taking action.

I know it is as frustrating to you, Mr. Chairman, as to our Rank-
ing Members on both sides of the aisle that there are examples of
this kind of fraud, this kind of abuse when the need is so very
great.

So I want to thank you, Mr. Chairman, for holding this hearing.
I want to thank all of our witnesses for appearing before us, and,
more importantly, I hope that we are going to get to the bottom of
this because there are so many people of goodwill that responded
to the tragedy of 9/11, and when they read about this abuse, it goes
to the core of what is wrong about government. And we have a re-
sponsibility to make sure this is set straight and never happens
again. So I thank you again, and I look forward to the witnesses.

Mr. ROGERS. The Chair thanks the gentlelady and would like to
remind all Members statements may be submitted for the record.

And now we would like to turn to our guests. I do want to make
the point that we expect to be called for a series of votes in the
next 10 to 15 minutes. So what I would like to do is be able to get
through each of your opening statements, and if they are called—
if you hear our beepers going off—between now and then we will
stay. We will try to get through those opening statements, and we
will recess while we go vote, and we will come back and go to the
question and answer period. Hopefully things will work out that
way, but that is the plan.
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But we are going to have two panels of distinguished guests. On
this first panel we have before us—we are very privileged to have
these gentlemen with us—I would like to start with Mr. Picciano.
He is Deputy Director of Region II for the Federal Emergency Man-
agement Agency. We welcome you and look forward to your state-
ment. I will remind all of you to keep your statement to five min-
utes or less, and you can submit your full statement for the record.
But with that, welcome.

STATEMENT OF JOE PICCIANO

Mr. Picciano. Good afternoon, Chairman Rogers and Chairman
King, Ranking Member Meek and Thompson, members of the com-
mittee. My name is Joseph Picciano, Deputy District Director of
FEMA, about four blocks north of the World Trade Center. Our of-
fice was impacted by the event. On behalf of the Department of
Homeland Security and FEMA, I am here to discuss FEMA’s re-
sponse and recovery to the New York City area following Sep-
tember 11th. Although key FEMA leadership could address these
challenges and have left FEMA, my involvement has been limited
over the years. I will make every effort to answer your questions.
If I am unable to answer questions, I will get back to you.

This testimony will cover the two types of FEMA programs perti-
nent to the World Trade Center: public assistance, assistance to
government; and individual assistance to individuals or victims.

There are a total of 191 applicants for public assistance. Three
applicants received 95 percent of all of the money. That was New
York City, the Port Authority and the State of New York. Under
public assistance FEMA and New York State and New York City—
and it is important to note New York State runs our public assist-
ance program, and we support them—worked together to find ways
within the Stafford Act to accomplish the following needs and
maintain accountability of funds: Establish a family center for peo-
ple to find their loved ones, fund the New York City Schools to re-
place lost instructional times, funded New York implementing
cleanup programs for dust and debris, death and disability pro-
grams, pay for mutual aid reimbursement, pay for back pay on
labor debris removal contracts to clean up continual unprecedented
complex site conditions at the World Trade Center, pay for replace-
ment of emergency response vehicles, repair schools, repair ruined
roadways.

FEMA took action with New York and New York City to ensure
potential applicants understood how to apply for assistance. Assist-
ance was done in a coordinated and effective manner to the State
and city. The best technical staff we had were made available.
FEMA, New York State and New York City did make a hotline to
identify potential applicants. FEMA appointed a Deputy Federal
Coordinating Office for long-term recovery, and we created the Fed-
eral Task Force to Support New York City and the Infrastructure
Recovery Work Group to ensure an efficient and integrated restora-
tion of public and private infrastructure destroyed or damaged dur-
ing the disaster.

FEMA, New York, New York City ensured quality assurance in
public assistance programs by emphasizing quality of applications
at the beginning of the process, additional checks and balances in
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our system. We developed and provided clear written guidance to
the staff assisting applicants through public assistance and
through the State. And FEMA’s Office of General Counsel and the
Office of Inspector General were on site and provided us technical
guidance and assistance during the entire process.

Congress was very helpful. The consolidated appropriations reso-
lution that Congress enacted allowed us to address recovery needs
that were not clearly eligible under the Stafford Act. The total obli-
gated under that resolution was about $2.4 billion, the 9/11 associ-
ated costs, those costs that would have been questionable under the
Stafford Act, but this allowed us flexibility to do things which we
normally don’t do straight time, disability pension; overtime for se-
curity; heightened security, which is a key concern in New York
City; watershed security; and other associated costs typical of those
I just described.

There was another $90 million under that resolution for health
monitoring of emergency service and rescue personnel, and there
was $1 billion established for insurance coverage for New York and
its contractors for claims arising from debris removal at the Trade
Center. The passage of the resolution resulted in the city estab-
lishing a captive insurance company.

FEMA also had a series of what we call interagency agreements
with up to 12 other Federal agencies who managed other programs.
The largest one was the Department of Transportation, who was
responsible for rebuilding transportation systems and building the
hub to the extent that it is going to be rebuilt to better serve New
York City and Lower Manhattan.

Let me move quickly to individual assistance. The most signifi-
cant and costly project in this category associated with human
service are the mortgage/rental; temporary housing; individual
family grants, as alluded to; disaster unemployment; and crisis
counseling. With all of the categories of spending listed above, cri-
sis counseling was the most significant, very similar to the Okla-
homa City bombing. This was a very large building administered
by the States, and multiple States tied on to this program, and it
was relatively successful in activities that were initiated and that
continue.

The largest individual assistance program in terms of financial
cost or public interest was the Mortgage and Rental Assistance
Program and Individual and Family Grant Programs. Both of these
programs no longer exist. The law changed in 2000, but it was still
in effect at the time of the World Trade Center. Mortgage and
Rental Assistance Programs authorized temporary mortgage and
rental payments on behalf of individuals and families who experi-
enced a problem, and, given the need to show causality as well as
requirements, really delayed us in doing anything with that. It
wasn’t a program we could aggressively move forward.

As of December 31st, FEMA had mailed out 61,000 applicants,
and 28,000 were returned; 223 million of the total 245 million
going to individuals came through that program for housing.

Between 2000—April 2000 and August 2002, FEMA faced in-
tense scrutiny and criticism concerning the MR program from both
New York City media and elected officials. The stories centered on
the low number of applicant rates then existing in the spring and
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summer in 2002. As a result, on June 28, 2002, a number of policy
changes made by our FEMA headquarters allowed the program to
be essentially open to all New Yorkers, expanding the impact area
to include the borough of Manhattan.

A letter sent to then-FEMA Joe Albaugh from seven New York
congressional delegations applauded FEMA for loosening standards
within the MRA program, which allowed for broader eligibility for
those individuals impacted with their rent or mortgages.

The Individual and Family Grant Program was the other pro-
gram. The most challenging program to curtail potential fraud and
abuse was this program. Traditionally this program helps individ-
uals and families replace household items, provides special help.
There is a category called “Other.” That is where your air condi-
tioners fell under.

The most difficult aspect of the IFG program was the air quality
issue caused by the destruction of the towers. By the time deter-
minations had been made, and it moved quickly in the first few
months, the time determinations were made, our field teams had
already given our verification, considering EPA warning regarding
air qualities as well as concerns of residents. Rather than reinspect
thousands of homes, FEMA and the State of New York accepted
self-certifications by residents of the urgency of their need. While
FEMA and State entered this program—Ilet me move on to why
some of these reasons exist.

There are several contributing factors. EPA Dust Cleanup Pro-
gram. The news and community actions encouraging New Yorkers
to apply for the program. There was a heat wave in New York at
the time, we are talking in May, and vendors pushing hard for the
sale of air-cleaning purifiers and air conditioners. So we had those
four contributing factors.

The policy contributing factors were the introduction of the Can-
not Afford Program. Inclusion of all five New York City boroughs
was June 4, 2002, and extension of registration, November 3rd of
2002.

I just had one more page of some of the initiatives we took.

FEMA took several initiatives to control fraud and abuse as de-
scribed above. Our Federal Recovery Officer suspected fraud and
initiated the first random sampling of applicants, and between Jan-
uary and March of 2003, over 60 percent of the applicants in-
spected decided to withdraw their air condition application. Many
admitted they hadn’t owned an air conditioner prior to the World
Trade Center disaster, or it had never been damaged.

In February of 2003, the Federal Recovery Officer proactively
talked about a 90 percent potential fraud level. This resulted in an
inspector general investigation regarding statements. The findings
indicated the abuse was not as high as 90 percent as stated, but
acknowledged the validity of FEMA’s Home Inspection Sampling
Program, which identified a high percentage of 60 percent. Further
sampling efforts in coordination with IG allowed us to save 120
million.

It is important to note that due to FEMA’s public awareness
campaign of fraud and abuse statements, thousands of applicants
withdrew from the program. Importantly, Federal and State law
enforcement and IG worked hand in hand with us. Although fraud
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did exist under the program, FEMA aggressively supported the
State managing problems under unusual circumstances.

The following is important to note. This was the first of its kind
of environmental disaster. There are presently no air quality stand-
ards that I am aware of to guide EPA and other agencies in what
is dirty and what is not, leading to continued confusion regarding
future environmental and health impact.

Finally, considering the 230,000 people who applied for IFG
funding, that only 118,000 applicants were ultimately approved
demonstrates our efforts along with the IFG to point out fraud and
lower the potential for further abuse.

Thank you.

Mr. ROGERS. Thank you, Mr. Picciano.

[The statement of Mr. Picciano follows:]

WEDNESDAY, JULY 12, 2006
2:00 p.M. IN 311 CANNON HOUSE OFFICE BUILDING
SUBCOMMITTEE ON MANAGEMENT, INTEGRATION, AND OVERSIGHT
HEARING

“AN EXAMINATION OF FEDERAL 9/11 ASSISTANCE TO NEW YORK: LESSONS LEARNED
IN PREVENTING WASTE, FRAUD, ABUSE, AND MISMANAGEMENT, PART I”

PREPARED STATEMENT OF JOSEPH F. PicCiaNO, DEPUTY DIRECTOR, REGION II,
FEDERAL EMERGENCY MANAGEMENT AGENCY, DEPARTMENT OF HOMELAND SECURITY

Good Morning Chairman Rogers, Ranking Member Meek and members of the
Committee. My name is Joseph Picciano. I am the Deputy Director for Region II
of the Department of Homeland Security’s (DHS’s) Federal Emergency Management
Agency (FEMA) based in New York City and covering New York, New Jersey, Puer-
to Rico and the Virgin Islands. On behalf of FEMA and the Department of Home-
land Security, I appear before you today to discuss FEMA’s disaster assistance for
response and recovery to the New York City area following the September 11, 2001
terrorist attacks.

FEMA and its staff are proud of the work accomplished following the attack. The
tragic event posed unique challenges. It tested our ability to deliver help in a timely
and effective manner while maintaining accountability.

FEMA Responds

Immediately following the attack, FEMA activated the Federal Response Plan,
which brings together 28 federal agencies and the American Red Cross to assist
local and state governments in responding to national emergencies and disasters.
FEMA Headquarters also activated the Washington-based Emergency Support
Team (EST) on a 24-hour basis, and Region II deployed its Emergency Response
Team—Advance Element (ERT-A). In addition, FEMA activated the following fed-
eral assets to support response operations:

e Twenty Urban Search & Rescue Teams (FEMA)
e U.S. Army Corps of Engineers (Power and Debris Teams)
e Four Disaster Mortuary Teams (DMORT)
e Four Disaster Medical Assistance Teams (DMAT)
e One Management Support Team (MST)
¢ One Deployable Portable Morgue Unit (DPMU)
e One Veterinary Medical Team
President Bush appointed the Federal Coordinating Officer (FCO), responsible for
coordinating the timely delivery of Federal disaster assistance to New York State,
local governments, and disaster victims. On September 15, 2001, FEMA established
the Disaster Field Office (DFO) at Pier 90 on the West Side of Manhattan. It ini-
tially operated 24 hours per day and served as a base for all FEMA operations. On
December 3, 2001, the DFO relocated to 80 Centre Street in Lower Manhattan.
President Bush pledged at least twenty billion dollars to the City and State of
New York. In the following 11 months, Congress passed several bills to provide ap-
proximately $20 billion in direct funding and tax benefits. This was the first time
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that the amount of federal assistance for a disaster was determined early in the re-
sponse and recovery process. Congress allocated $8.8 billion of this twenty billion
to FEMA to reimburse individuals, governments, and not-for-profit organizations for
response and recovery work related to the World Trade Center (WTC) disaster. As
of May 30, 2006, FEMA has obligated approximately $8.77 billion, leaving approxi-
mately $30.3 million remaining for distribution. These remaining funds will be used
to bring several ongoing programs to their completion, particularly Human Services
programs such as Mortgage Rental Assistance, Individual and Family Grants, and
Crisis Counseling assistance for the State of New York, and funding to reimburse
applicants for currently non-funded projects authorized by the Consolidated Appro-
priations Resolution, enacted February 20, 2003, P.L. 108-7 (CAR).

Public Assistance (PA)

Although there were a total of 191 applicants with Project Worksheets (PWs),

three applicants received approximately 95 percent of all the Stafford Act funding:
e New York City (50 agencies received assistance);
e The Port Authority of New York and New Jersey; and,
o The State of New York (50+ agencies, including the MTA).

Recognizing that the response to this tragedy was widespread, and that the New
York State Emergency Management Office (SEMO) could not conduct a thorough
and complete applicant briefing with such an extensive and unknown population,
FEMA and SEMO established a Private-Non-Profit (PNP) Hotline on October 17,
2001 to identify potential PNP applicants. FEMA staffed the call center with local
hires who worked Monday through Friday, 8 a.m. to 6 p.m., from October 17 to No-
vember 17, 2001; however, the call center was discontinued due to extremely low
call volume (less than 150 inquiries total).

Based on the magnitude of the disaster and the duration of past recovery efforts
(such as the Northridge Earthquake and Hurricane Andrew), the FCO appointed
the Deputy FCO for Long-Term Recovery, responsible for identifying the needs of
the community, coordinating with other federal, state, and local agencies to address
those needs, and developing FEMA’s long-term recovery plans.

Since the disaster recovery needs could not be solved within one program or agen-
cy, the Deputy FCO relied heavily on the creation of local and federal task forces
to better coordinate the recovery effort. The various task forces focused on activities
designed to immediately stimulate the development and infrastructure needs of the
community. By bringing together all of these resources, the local agencies could im-
mediately gain access to the resources of numerous federal agencies, and the local
agency could promptly respond to time-sensitive problems in an effective manner.

The primary task force was the Federal Task Force (FTF) to Support NYC. The
FEMA Deputy FCO for Long-Term Recovery chaired this task force. It was com-
prised of representatives from 11 federal agencies focused on developing a complete
understanding of the reconstruction needs of the local and state government, and
devising a recovery solution comprehensive enough to address these needs.

Equally important for its immediate impact on local projects was the Infrastruc-
ture Recovery Workgroup (IRWG), originally chaired jointly by SEMO and FEMA,
and then later chaired by the Commissioner of NYC Department of Transportation.
This task force was assembled to ensure an efficient and integrated restoration of
public and private infrastructure destroyed or damaged by the disaster. The IRWG
consisted of numerous federal, state, local, and private sector participants.

The Public Assistance Team
Immediately following the disaster, Region II assigned a Public Assistance Officer
(PAO) and deployed over 30 Disaster Assistance Employees (DAESs) to serve as Pub-
lic Assistance Coordinators (PACs) and Project Officers (POs). Within two weeks of
the disaster, Headquarters, the FCO, and the Regional Director decided to replace
the PAO and outsource the remainder of the PA operation (with the exception of
National Emergency Management Information System (NEMIS) positions), sub-
stituting the DAEs with its Technical Assistance Contractors (TACs). The decision
to outsource the PA operation, the first ever for FEMA, was made for several rea-
sons:
o The catastrophic nature of the disaster called for deep technical expertise and
professional management,;
e The long-term nature of the project required a high-level of consistency
among the staff; and,
o A fear that another terrorist attack might occur and require immediate
FEMA resources.
To ensure that FEMA had access the broadest available range of technical special-
ists, the contracting officer asked all three TAC to supply personnel.
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Ensuring Quality

It was recognized by FEMA and the applicants that well-written PWs, supported
by accurate and well-documented cost analyses, and prepared in accordance with
the Stafford Act and FEMA regulations, would reduce appeals and Office of Inspec-
tor General (OIG) audits. For that reason, quality was emphasized at the outset and
considered extensively when disaster-specific processes were established.

To ensure quality, and validate that agencies were requesting reimbursement for
all they were entitled to under the law, New York City, the disaster’s largest appli-
cant, required that all PWs, once prepared by the PAC and PO, be reviewed and
signed-off by the agency representative, a NYC Office of Emergency Management
representative, and an OMB representative, before being entered into NEMIS. Al-
though FEMA was initially concerned the obligation process would be slowed, in the
end it assured both the City and FEMA of a higher quality PW.

On the FEMA side, three initiatives were undertaken to ensure quality:

1. A Policy and Program Advisor position was created to provide verbal and
written guidance to PACs and POs on eligibility questions. This advisor served
as a critical link between PA management (the program decision makers) and
field staff (the program implementers). Besides dealing with complex and sen-
sitive issues, this advisor also prepared the PA Program Guidance memos for
the PAQO’s signature.

2. FEMA developed a Quality Assurance Guide in October 2001, and dissemi-
nated it to all PACs and POs. This guide provided a series of detailed steps to
be completed by FEMA POs during the preparation of PWs.

3. A quality control queue was created within NEMIS. An experienced technical
specialist, with extensive program knowledge, a background in accounting, and
access to management, worked off-site to review every PW and confirm eligi-
bility decisions against all applicable regulations and disaster-specific guidance;
verify cost estimates; correct any errors or omissions; and provide feedback to
PACs and POs, when necessary.

In addition, FEMA’s Office of General Counsel (OGC) and the OIG were phys-
ically present at the DFO, and subsequently the Federal Recovery Office, and pro-
vided day-to-day advice to the applicants and PA management. The OGC attorney(s)
drafted mission assignments and interagency agreements, addressed eligibility-of-
applicant issues and a myriad of other issues surrounding access rights, property
ownership, liability, procurement, and insurance.

The OIG staff worked proactively with PA staff and applicants to ensure a con-
sistent level of understanding regarding the documentation and audit requirements.
Besides attending the applicant briefings and kickoff meetings, the OIG held a three
hour audit briefing for all NYC agencies, and frequently provided feedback to PA
managers regarding program, policy, or process issues. The OIG also reviewed all
9/11 Associated Cost PWs.

Consolidated Appropriation Resolution (P.L. 108-7)

In the aftermath of the disaster, it soon became apparent that while the Stafford
Act was generally well-suited to most response and recovery needs, there were a
number of significant costs which were clearly ineligible.

To address these types of projects, Congress enacted the Consolidated Appropria-
tion Resolution of 2003 (CAR) signed into law by the President as Public Law 108—
7 on February 20, 2003, to fund:

(1) 9/11-associated costs not reimbursable under the Stafford Act;

(2) $90 million for long-term health monitoring of emergency services, rescue,
and recovery personnel; and,

(3) Up to $1 billion to establish insurance coverage for the City of New York
and its contractors for claims arising from debris removal at the World Trade
Center site.

This authorization was granted contingent on funds made available under P.L.
107-38, 107-117, and 107—-206. In other words, any reimbursement for non-Stafford
Act associated costs would come from the existing appropriations of $8.8 billion,
after all Stafford Act-related costs had been reimbursed. By the time that the CAR
was enacted, more than 17 months after the disaster, New York City and New York
State had already paid many of these costs; therefore, reimbursement from FEMA
effectively resulted in much needed budget relief for these agencies.

In March 2003, FEMA, the City, and the State verbally agreed to the following:

e The PA program would stop accepting costs for Stafford-eligible projects as of
April 30, 2003;

e The applicants would submit all Project Completion and Certification Reports
(P.4s) no later than June 16, 2003;
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e FEMA would programmatically close all Stafford-eligible projects by June 30,
2003;
e FEMA would use the Project Worksheet to fund all 9/11 Associated Costs;
rather than complete a P.4 certifying completion of the project and expenditure
of the funds, the City and State would each separately sign a grant manage-
ment letter certifying to abide by the Federal grant management requirements;
e FEMA would establish a Dedicated Fund (also referred to as a Set-Aside
Fund) for both the City and State that would include:
(1) the estimated cost of all incomplete Stafford-eligible projects deobligated
due to the April 30, 2003 deadline, and
(2) an estimate for all Stafford-eligible projects not funded on a PW as of
April 30, 2003;
e The City and State could draw against the 9/11 Associated Costs PWs on a
dollar by dollar basis up to the amount set-aside in their Dedicated Fund;
e Once the City and State exhausted their respective Dedicated Funds, all re-
maining dollars available for 9/11 Associated Costs would be divided on a two-
thirds for the City, one-third for the State basis (as mutually agreed to by NYC
and NYS); and,
e The applicant and grantee would submit no further appeals or time extension
requests.

This was documented in a Joint Letter of Agreement dated June 2003. The letter
also specified that the Port Authority would receive $448.75 million in federal fund-
ing, and that the date for the Port Authority to submit Stafford-eligible costs would
extend beyond April 30, 2003. Since all County and PNP projects were completed
and funded by April 30, 2003, the agreement did not affect these applicants.

Expedited Closeout

To close out the PA Program and accelerate funding of the 9/11 Associated Costs,
FEMA established an expedited closeout process. Unlike the traditional closeout
process where the applicants initiate it and the grantee coordinates it, this expe-
dited process established firm deadlines and was led by FEMA. By closely managing
the development of P.4s, streamlining the financial reconciliation of projects, and re-
fining the closeout database initially developed by the Region to closeout DR-1391,
by July 2003 FEMA was able to receive and forward to the grantee signed P.4s for
all Stafford-eligible projects. The City and State were active participants in this
process because it quickly brought to a close the Stafford Act-eligible program,
thereby saving the City and State considerable time and money to manage a long-
term, traditional closeout, and it allowed them to promptly draw down on any re-
maining funds using 9/11 Associated Cost projects.

9/11 Associated Costs

Once the closeout was complete, FEMA then worked with NYC and NYS to pre-
pare PWs for 9/11 AssociatedCost projects. 9/11 Associated Cost projects were de-
fined as those related to 9/11 that were not reimbursable under the Stafford Act.
Projects such as CUNY’s Fiterman Hall and the Battery Park City sidewalk and
road repair identified in the City and State’s dedicated fund, respectively, were not
prepared as 9/11 Associated Cost projects because these were eligible under the
Stafford Act.

To determine the allocation of the CAR funding, FEMA subtracted from the $8.8
billion all Stafford Act program expenditures to arrive at the available funding, and
immediately deducted from that figure all the projects authorized by the CAR.

Calculating the funds available for projects authorized by the CAR 2003 was com-
plicated, as FEMA wanted to ensure that funds remained to meet its projected Staf-
ford Act obligations, and still be able to expedite funding to the City and State for
the Debris Removal Insurance Program (DRIP), expanded health care monitoring,
and 9/11 Associated Projects—all large and costly projects. To do so, FEMA’s Staf-
ford Act projection of $6.44 billion reflected an amount slightly higher than antici-
pated in certain areas—primarily for Human Services and other Administrative
Costs—to mitigate the risk of FEMA not having enough funds to meet its Stafford
Act obligations. This projection was refined in January 2004 when it became clear
that additional funds could be made available to the City and State to fund 9/11
Associated Cost PWs, and these PWs were obligated. All or a portion of these avail-
able funds may be provided in the future to NYC, NYS, and the Port Authority to
cover additional 9/11 Associated Costs.

Port Authority
As a result of the WTC attacks, the Port Authority suffered an estimated loss of
$4.6 billion generated primarily by:
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e The collapse of seven major office buildings (including the Twin Towers)
owned by the Port Authority;

e The deaths of 84 Port Authority employees, including 37 PAPD police officers;
e Damage to its PATH system; and,

e Lost revenue.

Since the estimated $4.6 billion loss far exceeded its insurance coverage of $1.5
billion, FEMA, the Port Authority, and SEMO developed and implemented an Insur-
ance Apportionment Strategy. This strategy provided immediate cash flow to the
Port Authority for Stafford-eligible costs, while ensuring that the overall obligation
was not duplicated by insurance benefits.

Under the terms of the ECP, and pursuant to the June 2003 Letter of Agreement
(LOA) reached between FEMA, NYS, and NYC:

1. FEMA would reimburse the Port Authority for all Stafford-eligible work com-
pleted and paid for by May 31, 2003, regardless of whether the entire scope of
eligible work had been completed; and,

2. The Port Authority’s allocated disaster funding—whether Stafford eligible,
Associated Costs, or Subgrantee Allowance—was capped at $448.75 million.

Using the Insurance Apportionment Strategy, FEMA reimbursed the Port Author-
ity for Stafford-eligible costs obligated via project worksheets, and an administrative
allowance. These payments accounted for $400 million toward the Port Authority’s
funding limit capped at $448.750 million. The left $48.750 million available to the
Port Authority as reimbursement for 9/11 Associated Costs.

Facts

In two years FEMA obligated $7.48 billion in Public Assistance and infrastruc-
ture-related costs, in three categories as shown below in Figure VI-1. (An additional
$21 million was obligated in January and February 2004—two years and four
months after the attacks—to fund NYC and NYS 9/11 Associated Cost PWs.)

$7.48B Obligated for Public Assistance Related Costs

Obligations Under CAR
2003
31.4%

interagency Agreement
with FTA
36.8%

v
(
Stafford Act Obligations
31.8%

FEMA Transfers $2.75 Billion to FTA

The $2.75 billion transferred to FTA was combined with the US DOT’s $1.8 billion
allocation, to create a $4.55 billion transportation fund to be administered by FTA
and used to reconstruct and enhance Lower Manhattan’s transportation infrastruc-
ture, including roadways, subway systems, and commuter rails. The process and
conditions of this transfer of funds is treated in greater detail later in the “Emer-
gency Transportation—Restoration of the Lower Manhattan Intermodal System”
section of this PA Summary. Q04
FEMA Obligates $2.38 Billion Under Stafford Act

The Stafford Act obligations totaled $2.38 billion, including $.06 billion rep-
resenting grant management and project administration costs. As Figure VI-2 illus-
trates, of the $2.32 billion obligated to traditional PA Program recipients, approxi-
mately two-thirds was awarded to NYC, with the Port Authority and New York
State claiming the majority of the remaining third.
Figure VI-2 Stafford Act Project Worksheet Obligations by Recipient
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$2.32 Billion Obligated Via Stafford Act
Public Assistance PWs by Recipient

Counties
0.6%

Metropolitan Transportation
Authority (MTA)
0.8%

Private Non-Profits (PNPs)
0.5%

New York State
12.5%

Port Authority
17.1%

RN

New York City

Approximately 90 percent of the reimbursed costs represented Emergency Work,

FEMA work categories A and B (refer to Figure VI-3).

Mayjor obligations included:

e Debris Removal to DDC and DSNY

Incremental Cost Approach (ICA) for OT Labor
Death and Disability Benefits
Temporary PATH Station
Emergency Transportation (excludes Temporary PATH Station)
OCME for Victim Identification
Building Cleaning and Air Monitoring

The above statistics comprise roughly 82 percent of all Emergency Work and near-
ly 75 percent of all funds obligated within FEMA’s traditional Stafford Public Assist-

ance Program.
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Figure VI-3 below illustrates Stafford Act Project Worksheet Obligations by Category of

Work

$2.32 Billion Obligated Via Stafford Act
Public Assistance PWs by Category of Work

F. Utilities

0.1% i
@G. Parks, Recreational : ° C. Roads and Bridges

Facilities and Other ltems
4.3%

E. Buildings and Equipment
57%

0.1%
\ g
-~ __D. Water Control Facilities
e 0.0%

—

A. Debris Removal_/
28.0%

B. Emergency Protective
Measures
61.8%
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The 40 largest Stafford Act PWs of the disaster, which represent 75 percent of total PA
Stafford-eligible dollars, are shown below in Figure VI-5:

Figure VI-5  Forty Largest Stafford Act Obligated PWs

40 LARGEST ($) STAFFORD OBLIGATED PROJECTS

% of Total
Stafford.
Agency: Short Desenplioit Cati  PW# Doflars Obligated

12

FEMA Obligates $2.37 Billion under CAR 2003

As previously discussed in Section III, the passing CAR 2003 in February 2003
allowed for greater flexibility in disbursing federal grants to the City and State of
New York for costs associated with the events of Septemberllth. After budgeting
the $1 billion for debris removal insurance and the $90 million for expanded health
care monitoring, FEMA allocated and then obligated funds to NYC and NYS on 9/
11 Associated Cost PWs, first disposing of each entity’s Dedicated Funds, and then
separating the remaining funds two-thirds to the City, and one-third to the State.
As of August 3, 2004, the City had received $913 million in 9/11 Associated Costs
and the State has received $372 million including $49 million for the Port Authority.

Backfill Labor
Stafford Act-eligible backfill labor costs after the WTC disaster exceeded $50 mil-
lion, primarily for the FDNY, NYPD, NYC Department of Sanitation, and NYC De-
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partment of Transportation. To evaluate the eligibility of backfill costs—costs in-
curred by the applicant to backfill for an employee performing eligible emergency
work—PA staff followed the November 1993 memo issued by the PA Division Chief
regarding force account (in-house) labor. This memo outlined instances where FEMA
could reimburse for backfill, and how this reimbursement should occur. The method-
ology also contained a final step to validate that the eligible disaster-related over-
time and backfill overtime did not exceed the total overtime paid by the department.
This was a critical step since some FDNY backfill overtime PWs were greater than
ten million.

Cleaning

The collapse of the WTC created a widespread plume of dust and debris. From
the beginning, residents, community leaders, and City and State officials expressed
concern that the dust may pose a threat to health and air quality. Due to these con-
cerns, the EPA recommended to FEMA that the dust and debris be removed from
residential units and unclean buildings in order to reduce the long-term risk of ex-
posure to chemicals such as asbestos.

Based on EPA’s advisement and requests from the City, FEMA provided funding
for the exterior and/or interior cleaning of 244 buildings and 4,500 residential units
in Lower Manhattan, and two unoccupied privately owned buildings in close prox-
imity to the WTC site. FEMA classified this work as debris removal and based its
eligibility determination on the EPA’s and NYC Department of Environmental Pro-
tection’s concern over the potential health threats posed by the debris, and the
threat to the economic recovery this debris posed to lower Manhattan, as outlined
in a letter from NYC to FEMA.

To ensure authorized right-of-entry, as required by the Stafford Act and 42 USC
§1A5173, the City of New York developed a request form that the building owner
or resident needed to sign before work could commence. The authorization form in-
cluded a stipulation that any insurance proceeds received for activities covered by
the EPA/DEP’s dust cleaning program would be remitted to the federal government.
The State Emergency Management Office maintains responsibility for notifying
FEMA of any such remittance.

Death and Disability Benefits

In responding to the WTC disaster, 341 FDNY firefighters, 2 FDNY EMTs, 23
NYPD police officers, 3 State Court Officers, and 37 Port Authority police officers
died. Their deaths were the first large-scale casualties resulting from an emergency
response effort in FEMA’s history. For the first time, FEMA received a request that
it reimburse applicants—the City and State of New York—for certain contractually
obligated death benefits, increased pension contributions, and other associated costs.
Specifically, the City and State requested reimbursement for more than $750 million
in death and disability benefit costs, including:

e Funeral Costs and Memorial Services;

e Lump Sum Line of Duty Benefit Costs;

e Increased Pension Costs Due to Line of Duty Deaths;

e Increased Pension Costs Due to Increased Disability Retirements; and,
e Leave Payout.

Upon review, FEMA concluded that funeral and memorial costs, lump sum death
benefits, and increased pension costs due to line of duty deaths, although unusual,
were a direct result of the disaster and a cost of performing the emergency work.
Specifically, FEMA management found $291 million to be in accordance with OMB
Circular A-87 Attachment B, Item 11, Compensation for Personnel Services, and
item 11d(5).

Given the magnitude of the death benefit claims, the FEMA had an actuary re-
view the applicant’s actuarial studies to determine the soundness of the applicant’s
methodology and the reasonableness of the assumptions. Based on the actuary’s
findings, which supported the applicant’s claim, FEMA authorized the reimburse-
ments.

FEMA reimbursed the City and State for additional death and disability benefit
costs as 9/11 Associated Costs.

FEMA did not approve death benefit costs for City or State employees killed as
a result of the disaster where it could not be reasonably demonstrated that these
individuals were performing eligible emergency work. FEMA also did not reimburse
for State worker compensation costs as FEMA reimbursed the applicant a fringe
rate to perform the emergency work, which included a component for workers com-
pensation.

Debris—Time and Material Contracts
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The FEMA PA Debris Management Guide (FEMA 325) states that the Time and
Material (T&M) work should be limited to a maximum of 70 hours of actual emer-
gency debris clearance work, and shall be permitted only for work that is necessary
immediately after the disaster has occurred when a clear scope of work cannot be
developed. After the WTC disaster, the NYC Department of Design and Construc-
tion—the overseer of the debris removal effort—entered into time and material con-
tracts with four construction managers (CMs) to accomplish the emergency debris
removal, hauling tasks, building demolition, and site stabilization. The CMs oper-
ated via a letter of intent, and not a complete written contract. Each of the CMs
was capped at $250 million.

On September 15, 2001, FEMA approved a written waiver of policy, which allowed
the extended use of T&M contracts based on continuing unpredictable and complex
site conditions at the WTC. In addition, FEMA waived in part the requirement for
competitive bidding on the basis of continuing public exigency and emergency. Due
to these contracting circumstances, it was prudent that the federal government pro-
vide oversight to ensure that the scope of work and costs of the debris operation
were properly controlled. In order to accomplish this, the City and FEMA estab-
lished and implemented monitoring systems using resources from FEMA, Office of
the Inspector General, the DDC, the NYC Office of Management and Budget, the
NYC Department of Investigation, and several private auditing groups.

In November 2001, FEMA tasked the US Army Corps of Engineers (USACE) to
provide an independent evaluation of the contract arrangement and recommend
whether a T&M contract was still the most feasible and cost effective contract pay-
ment basis, or whether another type of contract, such as a lump sum or unit price,
would be more suitable. Based on USACE’s assessment and recommendation, FEMA
extended its T&M waiver to DDC for the duration of the debris operation.

Debris Removal Insurance Program

Generally contractors, such as the four CMs, provide their own general and pro-
fessional liability insurance coverage and include the costs of insurance as part of
their overhead. As such, these costs are generally eligible for reimbursement by
FEMA. Because of the extreme conditions related to debris removal at the WTC,
and the unique nature of the hazards associated with the debris removal operation,
the CMs required a greater amount and scope of insurance coverage than is typi-
cally obtained, including coverage for environmental liability.

The City agreed to provide a master insurance program, called the Coordinated
Insurance Program, to cover both the debris removal contractors and employees that
had worked at the WTC site. However, due to the impact of the disaster on the in-
surance market, available insurance was severely limited. The City was reimbursed
to obtain general liability coverage and marine insurance coverage. These policies
did not provide the City with coverage for environmental risks, such as asbestos,
or professional liability. Although the City sought coverage for these risks, no com-
mercial insurance was available due to the unknown environmental and health
risks associated with the disaster. Because of the unresolved insurance issue, the
CMs completed debris removal at the WT'C without a written contract.

The major issue for FEMA was the City’s insistence that the liability protection
apply not only to the contractors, but also to the City for claims brought by City
employees that had worked at the WTC site. FEMA had informally advised the City
that the contractor-based insurance was eligible under the PA program, but the
City-employee based insurance was not and would have to be separated in order for
FEMA to provide funding. In addition, FEMA was concerned about the cost effec-
tiveness of the City’s proposal.

The passage of the CAR resulted in the City establishing a captive insurance com-
pany to process and payout any claims, and FEMA obligating $999.9 million on PW
1554 in September 2003. The draw down of funds will not occur until all final terms
and conditions, including the scope of coverage, have been agreed upon.

Emergency Transportation
The WTC disaster caused unprecedented damage and disruption to New York’s
regional transportation system. The region relies on a complex network of rail, sub-
way, bus, bridges, tunnels, roads, and ferry lines that ties together millions of work-
ers and residents throughout New York City and in surrounding counties in New
York, New Jersey and Connecticut. The collapse of the WTC towers caused massive
damage to sections of this regional transportation system which serves Lower Man-
hfgttan. This network of rail, subway, bus, and ferry lines was disrupted as a result
of:
1. The destruction of the Port Authority Trans-Hudson (PATH) WTC station,
the terminal station for the PATH lines running under the Hudson River and
serving Lower Manhattan.
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2. The damage to the Metropolitan Transportation Authority’s (MTA) Cortlandt
Street Station and the N & R and 1 & 2 subway lines, all located below and
adjacent to the WTC towers. (The MTA subway lines run underground along
the west side of Manhattan. These subway systems were seriously impacted by
the disaster, but unlike the PATH system, did not suffer complete destruction
of major system components.)

3. Alteration of surface transit routes made necessary by debris removal oper-
ations and infrastructure repairs in the vicinity of Ground Zero.

As a direct result of the disaster, 68,000 commuters who used the WI'C PATH
station each day had to find an alternative route to work. Approximately 76,000
commuters and residents were forced to find alternatives to their pre-9/11 subway
routes.

The direct damage caused by the disaster represented only a portion of the dis-
ruption to the region’s transportation system, however. The damage caused a ripple
effect that disrupted the entire system, affecting every mode of transportation that
served Lower Manhattan. For example, the tens of thousands of New Jersey resi-
dents who commuted to Lower Manhattan on the PATH each day were suddenly
forced onto other modes of transportation. Overnight, the demand for ferry service
to Lower Manhattan more than doubled, and Penn Station experienced an influx of
new riders as commuters were forced to take New Jersey trains into Penn Station
and then take subways downtown. This strained the capacity of existing transpor-
tation routes, created dangerous overcrowding, resulted in long waits for service,
and caused significant damage to the region’s economy.

Restoration of the Lower Manhattan Intermodal System

A traditional interpretation of Section 406 of the Stafford Act would have limited
FEMA'’s funding to the replacement of the WTC PATH station and other physically
damaged elements of the system. However, a white paper was developed that pro-
vided a broader definition, within the context of the Stafford Act, of what can com-
prise a “damaged system,” which FEMA Headquarters approved. By accepting this
definition, FEMA was able to find eligible both directly and indirectly damaged
projects that are critical to restoring the functionality of the Lower Manhattan
intermodal transportation system. In August 2002, this unique approach resulted in
two critical developments:

1. FEMA announced that $2.75 billion appropriated by Congress to FEMA’s dis-
aster fund could be used to help restore the transportation infrastructure sys-
tem in Lower Manhattan. To this amount, the Federal Transit Administration
(FTA) added $1.8 billion, both of which were made available for transportation
projects, for a total of $4.55 billion.

2. FEMA and the US Department of Transportation (DOT) entered into a
Memorandum of Agreement (MOA) in August 2002, which designates the FTA
as the responsible agency for administering and monitoring the distribution of
the $4.55 billion. This would enable the Federal government to assess needs
and distribute funds in a systematic, comprehensive, and efficient manner.

Although the MOA noted that the FTA needed to disperse the $2.75 billion in ac-
cordance with the Stafford Act, this was waived due to the passage of the Consoli-
dated Appropriation Resolution of 2003 (CAR 2003).

In March 2002, FEMA agreed with New York City that the emergency transpor-
tation needs of the region justified the increased costs involved in increasing the fre-
quency of ferry services. FEMA agreed to reimburse New York City and the Port
Authority for the operating costs of some new and expanded services initiated post
9/11. This began a series of ferry projects aimed at providing alternatives to com-
muters seeking ways, other than driving and subways, to reach Lower Manhattan.
Eventually, over $47 million was obligated for ferry service and temporary landing
projects that provided ferry service from:

e Hoboken to Lower Manhattan;

e Brooklyn to Lower Manhattan;

e Hunters Point, Queens and East River down to Lower Manhattan; and,
e Lower Manhattan Circulator.

Family Center

As part of its rescue and response effort, the City of New York needed to quickly
establish space where families and friends of the victims could gather to provide or
could obtain information ab